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GRENADA - KEY ECONOMIC INDICATORS , 
(Values in millions of U.S. dollars unless otherwise specified) 


1986 1987 1988 1989 
Projections 


Domestic Economy 


Population (Thousands) 97.0 99. 
Population growth (%) ‘ 3.9 as 
GDP in current U.S. dollars i2?.7 139. 
Per capita GDP, total U.S. dollars i337 .2 1408. 
GDP in Eastern Caribbean dollars 

(at 1984 prices) ‘ 275.9 291. 
% change ° . $.2 De 
Consumer Price Index % change 6.5 $. 


Production and Employment 


Labor force (1,000s) 

Unemployment (avg. % for year) 
Central Government operations deficit 
(incl. debt payment) as % of GDP 


Balance of Payments 


Exports (f.0.b.) 

imports (c.i.f.) 

Trade Balance 

Current-account balance 

Private Capital Inflows (net) 
Foreign debt, (year end) a/ 
Debt-service paid 

Debt-service ratio as % of exports 
Average exchange rate (ECS per US$) 
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U.S. - Grenada Trade 


U.S. exports to Grenada (c.i.f.) 
U.S. imports from Grenada (f.0.b.) 
Trade balance 

U.S. share of Grenada’s exports (%) 
U.S. share of Grenada’s imports (%) 
U.S. bilateral aid (fiscal year) b/ 


a/ Government guaranteed debt figures if available, would probably 
add about $10 million to total foreign debt figure. 


b/ USAID disbursements include regional funding directly benefiting 
Grenada. 


Sources: Grenada’s Ministry of Finance. 





SUMMARY 


The economy of Grenada will continue its sustained period of growth 
this year, expanding by at least 5 percent in 1989. The five-year 
period of increased domestic production can be attributed to 
improvement in infrastructure and to a good investment climate 
brought about by political stability and by a positive attitude 
within government and major opposition parties toward private sector 
development. Grenadians themselves have been the most enthusiastic 
investors in their country’s economy, frequently bringing home 
lifetime savings earned abroad. The country has also benefited from 
stronger commodity export prices, particularly in agricultural 
products such as nutmeg and mace, whose prices increased 
dramatically a couple of years ago and have remained high. 


After years of near negligible price increases, inflation crept 
upward in 1988/89. Unemployment levels also remain high, and a new 
labor survey has revised upward previous estimates of joblessness. 
Grenada continues to import a lot more merchandise than it exports, 
but tourist receipts and capital repatriation help offset what 
otherwise would be a foreign exchange drain. Improvement occurred 
in the government’s fiscal position in 1988. 


An important event in early 1989 was American Airlines’ decision to 
begin daily nonstop service to Grenada through its new Puerto Rican 
hub system. Since no U.S. airline has hitherto provided service to 
Grenada, the expected commencement of regular American Airlines 
flights in late 1989 should provide an important boost to Grenada’s 
tourism development and to the economy in general. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


GENERAL TRENDS 


The Grenadian economy produced real growth of over 5 percent again 
in 1988, an average GDP growth level it has maintained for the past 
five years. Sectors which have been strong over the last several 
years, such as construction, utilities and telecommunications, 
continued to account for much of the economy’s impressive 
performance. Manufacturing and the hotel/restaurant industry have 
also been making an increasingly strong contribution to the 
country’s economic growth. Even agriculture, the most important 
Single sector in the economy, showed better than expected growth, 
although modest compared with other sectors and to its own 
development potential. 


The jump in inflation from years of almost nonexistent price growth 
to over 6 percent in 1988 was primarily attributable to a surcharge 
on import taxes and to a simplification of the fledgling 





Value Added Tax (VAT) System, which generally led to high rates and 
better enforcement. Further modifications in 1989 should also have 
a slight inflationary effect, but not to quite the extent of last 
year’s. The general thrust of tax reform over the past several 
years was to spur investment and business initiative through the 
elimination of income taxes and increased reliance on consumption 
taxes. This along with the overall improvement in the 
political/economic climate following the restoration of democracy in 
1984 stimulated increased investment from Grenadians at home and 
abroad. It also left the government with serious revenue shortfalls 
immediately following the first major changes, but the adjustments 
in early 1988 have gone a long way toward addressing the budget 
imbalance, and the additional changes of early 1989 should further 
assist. Increased revenue and a decrease in expenditure, including 
a modest reduction in six of the civil services, have helped produce 
a surplus on current account which is expected to grow even more in 
1989 if government employment and wages levels are kept within 
reasonable limits. 


A variety of economic development assistance programs from the 
United States and other foreign donors also contributed to the 
country’s favorable economic growth over the last five years. The 
foundations laid by this assistance in the form of improved 
infrastructure and development of institutions have enabled 
Grenada’s economy to continue its impressive growth rate despite a 
sharp reduction in such assistance, particularly from the United 
States. U.S. assistance was among the highest per capita in the 
world following the October 1983 military intervention by U.S. and 
Caribbean forces. The intervention ended the chaos resulting from 
the violent overthrow of the People’s Revolutionary Government (PRG) 
by another far-left faction. With the return to normalcy, aid 
levels to Grenada have declined to levels closer to those of other 
Eastern Caribbean states. 


A recent survey of the labor market indicates that the level of 
unemployment is slightly higher than government estimates had 
previously assumed. Much of the high 26 percent figure calculated 
from the survey is skewed by the exceptionally high rate of 
unemployment among those in the 15 to 19 year-old category, which 
for young men was 48 percent and young women 60 percent. 
Underemployment rates for women in all age categories is 
considerably higher than for men. The unemployment rates for adult 
men in the mid-30’s to mid-40’s was a more modest 2 to 3 percent. 


The country’s merchandise trade balance continues to deteriorate, 
resulting to some extent from the large amount of imported capital 
goods connected with the strong growth rate, and equally to the 
relatively free exchange rate policy facilitating the purchases of 
imported consumer goods. Tourism, however, is closely approaching 
merchandise exports as a foreign exchange producer. Foreign 
exchange infusions on the capital account, including $3.8 million in 





Economic Support Funds from the United States not disbursed in 1988, 
will help the overall trade balance to remain close to equilibrium 
in 1989. Grenada’s currency, the Eastern Caribbean dollar, is tied 
to the U.S. dollar and can not be altered without unanimous 


agreement of all participating countries in the Eastern Caribbean 
Central Bank (ECCB). 


Because of tax regulations regarding foreign exchange movements, 
foreign investment is hard to estimate. The figures for net capital 
inflows provided in the table on page 2, which are significantly 
different from the foreign investment figures used in past trends 
reports, are estimates made by the ECCB in St. Kitts and reflect a 
considerable repatriation of capital from Grenadians abroad for home 
development and small business enterprises. Investment by large 
U.S. companies has been forthcoming over the past several years, but 
not to the extend hoped for. With Grenada becoming the first 
country in the world to ratify a bilateral investment treaty with 
the United States in 1989, the country’s attractiveness to U.S. 
investors should increase. Several important U.S. and other foreign 
investment projects, particularly in terms of employment, should get 
under way in the manufacturing and hotel industry this year. A 
decision by American Airlines to start direct nonstop daily service 
to Grenada from its Puerto Rican hub should have a profound impact 
on tourism as well as the country’s ability to export perishable 
agricultural products. Until now, no U.S. carrier has been 
operating to or from Grenada. 


AGRICULTURE 


Agriculture continued to be the mainstay of Grenada’s economy in 
1988. Although it accounted for about 20 percent of GDP, its 
importance relative to other sectors has slightly diminished from 
the previous years, reflecting a trend that is likely to continue. 
Nevertheless, the sector’s 2.1 percent growth rate in 1988 was 
somewhat better than anticipated. A growth rate of 3 percent is 
expected for 1989. Agriculture accounted for 88 percent of 
merchandise exports, down about 2 percent from the previous year, 
and employed about a third of the work force. Grenada’s major 
export crops are nutmeg, mace, cocoa, and bananas. They account for 
about three-quarters of the total value of agricultural exports. 


Tropical fruits, vegetables and a number of minor spices make up the 
remainder. 


Nutmeg and mace are the most important of the major export crops. 
Grenada produces about a quarter of the world total. Along with 
Indonesia, which produces nearly all the rest, it formed a cartel in 
1986 which set a floor price substantially higher than what the 
market had previously been paying. After leveling off in 1988, 
prices took a slight dip during the 1989 crop year, which ends in 
June 1989, as a result of certain Indonesian producers breaking 
ranks. The agreement seems to be working again. But, with the 





slightly lower prices and cyclical drop in production (about 9 
percent), the total value of nutmeg and mace exports for 1989 should 
drop by about 17 percent to $11.9 million. 


Banana production continued its recovery after years of decline, 
increasing by 12.3 percent to 8,983 tons in 1988. Production is 
expected to increase further in 1989, with export revenues projected 
to reach $4.8 million, a 4 percent increase which follows last 
year’s 14 percent increase. The long term future for bananas in 
Grenada is less sanguine, however, due to the expected abolition in 
1992 of favored British treatment for Windward Island producers when 
the European Community breaks down internal trade barriers. 


Cocoa reversed a three-year production decline in 1988, increasing 
output by 1 percent to 3.9 million pounds. Because of continued low 
world prices, however, revenue from exports dropped by 1.7 percent 
to $3.4 million. Despite depressed world prices, demand for 
Grenada’s premium grade cocoa remains strong and will easily absorb 
any increase the country’s cocoa farmers can produce in the 
1989/1990 crop year. Such an increase is expected, partially due to 
a restructuring of the industry’s administration under a single 
Cocoa Board, which should improve coordination of activities and 
extension programs. 


The U.S. Department of Agriculture’s unique designation of Grenada 
as a fruit fly-free area should give the country a strong 
competitive advantage over other exporters of tropical fruits such 
as mangoes, but until now, little has been done to take advantage of 
this favorable position. The potential for exports of tropical 
fruits and cut flowers nevertheless remains strong. The shipping of 
flowers to the United States on a limited scale has begun and is 
showing signs of promise. 


MANUFACTURING 


Manufacturing in Grenada achieved a real growth of over 10 percent 
in 1988, increasing its overall importance as a percentage of GDP, 
but not quite to the extent hoped for. The beverage industry and 
paint manufacturing did particularly well last year, and the 
prosperity is expected to continue. New light assembly operations 
continue to open up, several of which involve the opening of 
branches by U.S. companies who have been encouraged by the success 
in Grenada of other American firms. 


CONSTRUCTION 


The momentum in this sector, which built up after the restoration of 
democracy in 1984, has not yet subsided. The dynamic growth in 

both business and residential construction were evident all over the 
island, but more so in the St. George’s area. Overall sector growth 
in real terms amounted to 15 percent again in 1988, better than 1987 





but about the same as growth in the two years prior to that. The 
outlook for 1989 is even better. Grenadians bringing money back 
from abroad account for much of the activity in this sector. 


TOURISM 


The number of stayover visitors to Grenada grew by 7.6 percent in 
1988 to 61,795. The increase in the number of cruise ship 
passengers grew by 6.8 percent to 135,980 during the same period. 
During the first quarter of 1989, stayover visitors were up 12 
percent over the previous year’s quarter. U.S. tourists accounted 
for just over a fourth of the total on an annual basis. Tourism is 
an important source of foreign exchange, but is rather modest in 
terms of its overall contribution to GDP and compared with its 
potential for development. The number of hotel rooms grew in 1988 
by 23 percent to 1,019, a figure that is expected to reach about 
1,500 in 1990. The recent American Airline’s decision to begin 
daily non-stop service to Grenada from its Puerto Rican hub will 
bring about rapid growth in hotel occupany rates and should spur new 
investment in the tourism industry. Grenada’s only present direct 
links to the United States are through the Trinidadian airline BWIA. 


INFRASTRUCTURE 


Roads: Grenada’s road network has vastly improved since 1983, 
largely due to international assistance from the United States and 
the European Community. Most of the island’s important commercial 
points are now served by hundreds of miles of newly repaired or 
rehabilitated roads. By the end of this year, virtually the entire 


periphery of the island, along with key feeder roads, will have been 
redone. 


Telephones: Grenada’s telephone company is now managed by Britian’s 
Cable and Wireless Ltd., following a merger early in 1989 of that 
company’s local international facilities with the government. The 
new company inherited a thoroughly modern telephone system, which 
has been significantly upgraded in recent years with the help of the 
Canadian Government. Direct dialing is available from all over the 
island, digital microwave links are continuously expanding, and an 


upgrading of the company’s remaining outside plant is expected by 
about April 1990. 


Electricity: The frequent outages which plagued Grenada prior to 
1988 seem to have become a thing of the past. A number of new 
generators have been brought on line in recent years, bringing total 
capacity by mid-1989 up to 13.5 megawatts. An additional 5 
megawatts should be installed by early 1990. This increase in 
capacity should insure against the need for even occasional 
load-shedding in the future. The country has also benefited from 
programs and international assistance aimed at improving maintenance 
of existing equipment. Under the Rural Electrification Program, 
electricity has been introduced to about 95 percent of the island. 





Water: Water shortages continue to be a problem during the late 
spring, although an unusually wet dry season in 1989 helped prevent 
any serious shortages. To eliminate the problem entirely, the 
Grenadian Government, through its ground water development program, 
is trying to make better use of subterranean springs produced by 
high annual rain fall. Replacement of pipes and the building of new 
transmission lines is also part of the plan for relieving the 
chronic dry season shortages. 


Airports: Grenada opened a modern international airport with a 
9,000 ft. runway in 1984 . Until now, it has been used primarily by 
regional carriers, one of which flies daily to the United States, 
and by British Airways, which flies a weekly jumbo to and from 
London. As part of its operational plans for Grenada, American 
Airlines intends to build its own cargo facility, which will be made 
available to other carriers as well. The airport is within ten 
minutes of the capital, most major tourist hotels, and numerous 
unspoiled beach areas waiting to be developed. A second functioning 
airport in Grenada’s Carriacou Island services small aircraft. 


BANKING 


Barclay’s and the Bank of Nova Scotia are the only two foreign banks 
operating in Grenada. Several years ago the government publicly 
stated its intention to privatize two of the four local banks, but 
no action along these lines has been taken so far. A third bank, 
the Grenada Development Bank will remain under government control. 
The fourth local bank has been in private hands since 1932. Foreign 
investors are generally expected to arrange with outside banks for 
deposits and other financing arrangements. Total bank deposits in 
Grenada were valued at $117.5 million at the end of 1988 and have 
averaged about 20 percent annual growth in the past five years. 
Loans outstanding in December 1988 amounted to US$79.6 million, a 
15.3 percent increase over the previous year. 


BUDGET 


After several years of high budget deficits, the Government of 
Grenada managed to produce a current account surplus in 1988 
amounting to about 2.3 percent of GDP. Prospects for improving that 
figure in 1989 look good. The country’s overall deficit in 1988 was 
a little over 5 percent of GDP, a considerable improvement over the 
previous year. The country’s unusually large civil service was the 
major cause of the current account imbalances in recent years, as 
payroll outlays absorbed up to 60 percent of current revenues during 
the mid-1980s. Revenues during that period were down due to a 
radical restructuring of the tax system, which the local tax 
authorities were ill equipped to manage. The new Value Added Tax, 
which replaced the income tax and a plethora of other lesser taxes, 
was simplified to ensure better administration. Revenues were up 17 
percent in 1988 and the wage bill went down to 47.7 percent of 
recurrent revenue, a 6.8 percent drop in absolute terms. This 
positive trend should continue into the foreseeable future. 





PART B - IMPLICATIONS FOR THE UNITED STATES 


TRADE 


The large U.S. merchandise trade surplus with Grenada began to 
shrink somewhat in 1988 after years of growth. During the year, 
U.S. exports to Grenada decreased somewhat while imports from 
Grenada increased. The U.S. share of Grenada’s total imports also 
declined somewhat, while its share of Grenada’s total exports 
doubled to 10 percent. Europe remains the traditional market for 
most of Grenada’s tropical fruits and flowers, while the United 
States should continue to enlarge its share of Grenada’s exports. 
The United States will probably maintain its share of Grenada’s 
import market, which amounts to about a quarter of the total. 
Improved air transport links with the United States and increasing 
U.S. investment in Grenada should benefit overall trade between the 
United States and Grenada. Major U.S. exports to Grenada include 
medical/pharmaceutical supplies, frozen meats (particularly 
chicken), plywood, wheat, and other foodstuffs. 


The expected increase in tourism should provide opportunities for a 
variety of tourism-related products and facilities, including 
restaurant, hotel and sports equipment. Grenada’s growth as a 
yachting center ought also to stimulate demand for marine supplies 
and maintenance equipment on the island. One major marina 
investment has already been made in 1989, and more investment is 


expected which should help restore this windward island country, 
below the hurricane belt, to prominence as a center for yachting in 
the southeast Caribbean. 


The potential for increasing the market for swimming pools, pool 
supplies, cisterns and related services remains strong. The same 
goes for solar panels, which could benefit from the continuing 
residential construction boom and from relatively high electricity 
rates. The overwhelming majority of homes, including expensive 
ones, are without air conditioning. With the proper marketing 
strategy, a significant increase in demand for cooling units could 
probably be developed. 


There were 12,198 vehicles (mostly Japanese) registered in Grenada 
in 1988, 8.4 percent more than the previous year. The steady growth 
in the automobile market in recent years continues to present an 
opportunity for suppliers of auto parts and accessories. 


Opportunities for U.S. suppliers of pipes, pumps, fences, 
prefabricated buildings and building materials should stem from 
planned construction of a long-delayed sewage disposal project south 
of the capital. Development of the new Seamoon Industrial Park on 
the east side of the island will likewise present opportunities for 
suppliers of building materials. 





INVESTMENT 


Climate: Grenada became the first country in the world in 1989 to 
ratify one of the bilateral investment treaties (BIT) which the 
United States began negotiating in the mid-1980s. The BIT 
essentially gives national treatment to U.S. investors in Grenada, 
and vice versa, except for the use of land and natural resources and 
a few other deviations. The climate for U.S. and foreign investors 
has been further enhanced through tax concessions and other 
investment incentives. Over the past several years, the government 
has tried to stimulate private sector growth by reducing market 
restrictions and eliminating income tax and a number of minor 
"nuisance" taxes. A series of amendments of the business and value 
added taxes aimed at recuperating lost revenues has led to some 
charges from within the business community of government 
backtracking on the original goals. By and large, however, 
businesses have been profiting handsomely since the fiscal reforms 
began. Four major U.S. pharmaceutical companies set up light 
assembly operations in Grenada over the past several years, and a 


few other U.S. manufacturing operations have either started recently 
or are about to start. 


A bilateral Tax Information Exchange Agreement (TIEA) concluded in 
1987 will allow U.S. tax exempt "936 funds" invested in the Puerto 
Rican banking system by U.S. companies to be available at below 
prime interest rates for future investments in Grenada. The TIEA 
will also permit certain business expenses incurred by U.S. 
businessmen attending conventions in Grenada to be deducted from 
taxes under Sections 161 and 212 of the Internal Revenue Service 
Code, which should further the development of the tourist industry. 


Grenada also had duty-free access for a vast number of products to 
the European and U.S. markets under the Lome Convention and 
Caribbean Basin Initiative respectively. There is presently no 
quota for Grenada’s textile products. Local producers are now 
finding it profitable to use fabric made and cut in the United 
States (and thereby only pay duty on local value added under Section 
807 of the Customs Act). If quotas appeared likely, therefore, 
Grenada could take advantage of the CBI’s "Guaranteed Access Level," 
a program which would permit it to export virtually as much of these 
807 textile products as it could produce. 


The Industrial Development Corporation (IDC), established in 1985, 
provides advice and assistance to investors and makes 
recommendations to the cabinet for the granting of concessions 
involving a waiver of taxes and other legal requirements. The IDC 
recently relocated to the new Frequente Industrial Park, an 18 
factory shell complex located near the new international airport, 
which itself is only about a ten minute drive from the port. The 
building of another new industrial park near the old Pearl’s airport 
on the other side of the island is scheduled to start in early 1990. 
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Prospects: For a country its size, Grenada has a first-class 
airport which unfortunately has been badly underutilized since its 
completion in 1984. The inauguration of the first regular service 
by a U.S. carrier (American Airlines) in late 1989 or early 1990 
will be a needed boost for more than just the airport. The limited 
existing connections to the United States via regionally based 
airlines have hither to caused serious bottlenecks in the 
interchange of passengers and freight. As a result of American’s 
recent decision to open direct service to Grenada, interest in new 
hotel development and manufacturing has already increased markedly. 
The interest has been enhanced by the massive infrastructure 
improvements of the past several years and by Grenada’s reputation 
as one of the most beautiful and unspoiled islands in the 
Caribbean. The strong growth in tourism which should ensue will 
offer a multitude of opportunities to entrepreneurs in agriculture, 
manufacturing and miscellaneous services willing to tailor their 
investments to satisfying the needs of tourism. 











